. In addition, according to them, managerial ownership prevents conflicts of interest between the managers and owners and increases the value of the firm. Significant managerial ownership can align managers' interests with those of the outside shareholders so that managers can have strong incentive to pursue value-maximizing behavior (alignment effects). In contrast, Demsetz (1983) argued that too large an ownership stake by managers could potentially lead them to worry more about their own interests, not those of outside shareholders, hence decreasing the firm's value (entrenchment effects).
In this paper we aim to measure the effects of managerial ownership and ownership concentration on the profitability and value of Turkish non-financial firms listed on the Istanbul Stock Exchange (ISE). In Turkey, the listed corporations are mostly owned by families. Standards of corporate governance and investor protection are lower in Turkey than in the U.S. and other major countries. Hence, we hope that this study will add an interesting dimension to the relation between these variables and performance in a developing country under a poor governance system. Our paper is organized as follows. The second part consists of a literature review. In the third part, data and summary statistics are presented. Methodology and empirical results are presented in the fourth part, and the final part offers concluding comments.
Literature Review
Although initially Berle and Means (1932) suggested a positive correlation between ownership concentration and performance, some of the following studies did not observe a relation between these two variables (see Demsetz, 1983; Demsetz and Lehn, 1985 and etc) . The study by Demsetz and Lehn (1985) that examined the relationship between accounting profit rate and percentage of shares owned by the five and ten largest shareholders where ownership structure is treated as an endogenous variable found no evidence of a relation between these variables for U.S. companies. They argued that although greater ownership concentration results in 1 It is likely that managers may place personal goals ahead of corporate goals (Gitman, 2006: 20) . 2 The costs borne by stockholders to maintain a governance structure that minimizes agency problems and contributes to the maximization of owner wealth (Gitman, 2006: 20) . stronger incentives to monitor, the expected gain from active monitoring and the cost of alternative ownership structures vary across firms. Morck et al. (1988) ignored the endogenous issue and similar to Demsetz and Lehn (1985) found no significant relation in the linear regressions they calculated by using accounting profits and Tobin's Q as an alternative measure of performance. Shleifer and Vishny (1997) argued that making the ownership structure relatively centralized could promote the shareholder's controlling ability and therefore the existence of the big shareholder was favorable to the growth of a company's value. Himmelberg et al. (1999) argued that the empirical findings might be the result of unobservable firm heterogeneity, which might affect both ownership concentration and performance. These unobserved exogenous firm characteristics might induce a spurious relationship between Tobin's Q and ownership concentration. They found no relation between these two variables after estimating firm fixed effects. Loderer and Martin (1997) and Demsetz and Villalonga (2001) found no influence of ownership concentration on performance for U.S. firms. Their finding is consistent with the view that while exacerbating some agency problems, diffuse ownership also yields compensating advantages that generally offset such problems. On the other hand, Morck et al. (1988) and Hiraki et al. (2003) for Japanese firms, and Gorton and Schmid (2000) for German companies, found a positive relation between ownership concentration and firm value.
In addition to studies on developed countries, most of the studies for developing countries found a positive relation between ownership concentration and performance. Claesses and Djankov (1999) examined Czech companies and argued that the more concentrated the ownership, the higher the firm's profitability; this finding signified the same positive relation as indicated in studies on Czech firms by Claessens (1997) and Weiss and Nikitin (1998) . However, their findings were ambiguous when the type of ownership was taken as the control variable. Similar to their previous study in 1997, Xu and Wang (1999) examined Chinese listed firms and found a positive correlation between the shareholding ratio of the first five and ten big shareholders and performance. Sun et al. (2002) proved that relatively bigger holding companies and other big shareholders which had a certain concentration degree could help improve the performance of Chinese firms. Barberis et al. (1996) also found a positive relation for Russian firms. Joh (2003) , who examined Korean firms, found that after controlling firm and industry characteristics, firms with low ownership concentration recorded low profitability. Yammeesri et al. (2006) examined Tai non-financial firms, and as the literature proved previously, found a positive association between concentrated ownership and performance. Similarly, Omran et al. (2008) , in their studies on a group of Arab countries (Egypt, Jordan, Oman, Tunisia), found that ownership concentration was positively correlated with various performance measures, and that large-size firms were more likely to achieve better performance. However, parallel to the findings of Demsetz and Lehn (1985), and Himmelberg et al. (1999) , Chen et al. (2005) found for Hong Kong firms that concentrated ownership was not associated with better operating performance or higher firm valuation. Comparably, Gunasekarage et al. (2007) proved that ownership concentration is negatively related to firm performance in China when market-to-book ratio is used as a performance indicator. Gursoy and Aydogan (2002) examined the impact of ownership concentration and ownership mix on firm performance of Turkish nonfinancial firms between 1992 and 1998 and found that higher concentration led to better market performance but lower accounting performance. They used price-toearnings ratio and stock returns to measure market performance.
There are many studies with contending results on the relationship between managerial ownership and performance. Among them, Jensen and Meckling (1976) stated that when managerial ownership increased, conflict would decrease and performance would increase. In contrast, Fama and Jensen (1983) and Stulz (1988) argued that greater stock ownership by managers increased the power of the internal owners and decreased the power of the external owners in terms of influencing performance. Morck et al. (1988) found a significant non-monotonic relationship between Tobin's Q and board member ownership. Accordingly, the relation increases between 0% and 5%, decreases between 5% and 25%, and increases beyond 25%. Their outcomes were also significant when some control variables such as R&D and advertising ratios, leverage, size, growth and industry dummies were included in models. However, they were not significant when accounting profit rates were used as an alternative performance measure. Similar to the study of Morck et al. (1988) , McConnel and Servaes (1990) , Hermalin and Weisbach (1991) , Cho (1998) and most recently Florackis et al. (2009) found a positive relation for low levels of ownership and a negative relation for high levels of ownership. Yet, unlike Morck et al. (1988) , McConnel and Servaes (1990) found that this relationship was also significant when they used accounting profits instead of Tobin's Q. In contrast to other studies, Florackis et al. (2009) found a negative relationship by using a semiparametric estimation approach. As in Morck et al. (1988) , Holderness et al. (1999) found a significant positive relation between firm performance and managerial ownership within the 0% to 5% range of managerial shareholdings; but in contrast to Morck et al. (1988) , they did not find a statistically significant relation beyond 5%. Demsetz and Lehn (1985) , Loderer and Martin (1997), and Himmelberg et al. (1999) as well as Demsetz and Villalonga (2001) did not find a significant relation between managerial ownership and performance. Most of those studies examined the association between insider ownership and performance account for the endogeneity of ownership structure except Morck et al. (1988) and McConnell and Servaes (1990) . Demsetz and Villalonga (2001) examined US firms and their evidence supported the belief that ownership structure was endogenous but belied the belief that ownership structure affected firm performance. They argued that if there were compensating advantages in a firm, there would be no systematic relation between managerial shareholdings and firm performance. In addition, they argued that it might indicate that this relationship depends on location, special local laws and governance practices. There is no study which examines the relationship between managerial ownership and the performance of Turkish firms.
As can be seen from the above, the empirical results on the effects of managerial ownership and ownership concentration on firm performance are conflicting. In addition, the previous studies focused mostly on large industrialized countries, which completed their institutionalization process; therefore, their outcomes might not be relevant for developing countries. In this study, we try to fill this gap by examining this issue for a developing country, namely Turkey.
Data and Summary Statistics
Our sample includes all non-financial firms listed on the ISE in the year 2005. The number of firms in our sample is 203. We excluded banks and leasing, investment, insurance and holding companies since their financial tables are different from non-financial firms. We collected data on market values of the sample firms from the Monthly (December) Bulletins of the ISE. We used annual company reports issued by the ISE to obtain data on ownership structure (ownership concentration, managerial ownership, etc.). We obtained the remaining data by using the balance sheets and income statements from the ISE's website.
In line with previous studies (such as Morck et al.,1988; McConnel and Servaes, 1990 and etc.) , we also focused on one year of data by taking into consideration the fact that the ownership structure of the firm does not vary frequently. In addition, the International Financial Reporting Standards have been applied in Turkey since the beginning of 2005. The firms are required to incorporate the new standards and to prepare more detailed annual reports which provide more data to finance researchers and consequently facilitate the analysis of firms' ownership structures. Hence, this study takes 2005 to be the starting line. Table 1 depicts the number of the different types of shareholders of the present study's sample firms operating in different industries. According to this table, individuals and families, unlisted holding companies and unlisted non-financial firms pre-dominate the ownership positions in the sample firms. Furthermore, this predominance is mostly seen in the textile industry. Additionally, most of the shareholders are foreign companies in the food industry, listed holding companies in the metal products industry and listed non-financial firms in the stone and soil industry. The ownership positions of the state, foundations and labor unions are very low compared to other parties. Table 2 denotes the average percentage of shares held by the owners of the sample firms in different industries. The highest average percentage of shares is held by unlisted holding companies, which supports the belief that individuals or families establish the holding companies in order to control their listed firms. It is followed by the unlisted non-financial firms and individuals and families respectively. Table 3 depicts the proportion of shares held by the Board members and managers as well as their relatives. In Turkey it is often observed that the family members are the CEOs, Boards of Directors or top managers of the firms. As a result, management control is in the hands of these family members (see Yurtoğlu, 1998 and Demirağ and Serter, 2003) . managers have a considerable share in the technology industry (24.05 percent). The average of openness-to-public is 33 percent within sample firms. Table 4 gives the percentage of shares owned by the largest three, five and ten shareholders for the sample firms in different industries. It shows that the largest shareholder has around 48 percent of shares, which indicates that one person or an institution has almost half of a listed company. The averages for the largest three, five and ten are 61.27; 64.20 and 65.93 respectively. Moreover, the highest ownership concentration is in education, sport and health industry for the largest shareholder and in the telecommunication industry for the largest three, five and ten shareholders.
We used two measures of performance as dependent variables, Return on Assets (ROA) and Tobin's Q ratios, where the former measures profitability and the latter the value of the firm. We used two independent variables, the percentage of shares held by the largest three shareholders and the percentage of shares held by the managers. We observed that the studies on Turkish firms (such as Gursoy and Aydogan, 2002 and Demirağ and Serter, 2003) prefer using the share of the largest three shareholders to measure ownership concentration. Depending on these previous studies as well as our outcomes about the concentration rates presented in Table 4 , we used the percentage of shares held by the largest three shareholders to measure ownership concentration. Our control variables are the investment intensity, leverage, growth and size which are assumed to have an effect on firm performance. In addition to these we employ industry dummy variables in order to point out whether the performance measures differ across industries. The study's variables and their definitions are presented in Table 5 . The descriptive statistics for variables are presented in Table 6 . For the year 2005, the average ROA was 0.05 while the highest ROA was 0.59. Mean of Debt-to-Total Assets indicates that Turkish companies prefer financing their companies with capital instead of debt. The highest standard deviation belongs to capital expenditures and Tobin's Q, showing the highest variance among companies.
Industry
Tables 7 A and B show the correlation matrix for each dependent variable. The correlation coefficients among independent variables are low. Additionally, correlation coefficients between independent and dependent variables are consistent with the direction of the relation and coefficients found in the regressions analysis.
Methodology and Empirical Results
We applied multiple regression analysis to measure the effects of ownership concentration and managerial ownership on firm performance. We developed two different groups of hypotheses on the relationship of ownership concentration and managerial ownership with firm performance. In parallel to most of the previous studies on developing countries, we expected a positive relationship between ownership concentration and firm performance. Since the ownership concentration is high in Turkey, the shareholder can easily control the managers and force them to focus on the maximization of the shareholders' wealth. Agency theory suggests that when the managerial ownership increases, the conflict of interest between the managers and owners will decrease and firm performance will increase. Although most of the previous studies did not observe a relation between managerial ownership and firm performance, in line with the theory, we expected a positive relationship between them. The hypotheses of the study are stated below; H1 0 . The ownership concentration is not significantly related to firm performance. H1 1 . The ownership concentration is positively correlated to firm performance. Different models were constructed to explore the effects of the independent variables. In models where the ROA and TOBINSQ are the dependent variables, first all variables other than industry dummies were included in the analysis, and then the industry dummies were included to investigate the industry effects on firm value and profitability. The four models of the study are presented below. Table 7 presents the regression results for ROA and Tobin's Q. In Models 1 and 2, we used ROA as a measure of profitability and found a significant positive effect among the largest three shareholders on firm profitability in the models in which the dummies were excluded. Debt-to-total assets and growth variables also had significant effects in all models. Additionally, the dummy for the education industry has a significant effect, but managerial ownership and capital expenditures did not have an effect on profitability. When we added the dummy variables in the model, the adjusted R 2 increased to 0.276 from 0.182.
In Models 3 and 4, we used Tobin's Q as an indicator of firm value and found that the largest three shareholders had a significant positive effect, and that managerial ownership had a significant negative effect on firm value. When we included the dummy variables, we did not find a significant relationship between managerial ownership and firm value. In addition, Debt-to-total assets and size variables were the other factors that affected firm value negatively. Capital expenditure and growth did not have a significant effect on firm value. The model with dummy variables of industries pointed out the significant effects of education, food and beverage and wholesale industries on firm performance. After we included the industry dummies, the adjusted R 2 increased to 0.34 from 0.18.
The positive relationship between ownership concentration and performance supports the study of Shleifer and Vishny (1997) who state that since investor protection is low in developing countries, ownership concentration is accepted as an alternative corporate governance tool in these countries. Our findings are also parallel to previous studies on developing countries such as Barberis et al. (1996) , Claesses and Djankov (1999), Joh (2002) , Yammeesri et al. (2006) . However, our result on the relationship between the ownership concentration and profitability is the opposite of that of Gursoy and Aydogan (2002) which found a negative relationship between ownership concentration and profitability. The findings on the effects of managerial ownership are much more conflicted in the literature. Our finding does not support the agency theory. The negative relation between managerial ownership and firm value might be explained by Demsetz (1983) , who argued that too much managerial ownership could potentially lead managers to worry more about their own interests, and not those of outside shareholders, hence decreasing firm value.
Concluding Comments
The empirical results on the effects of managerial ownership and ownership concentration on firm performance are conflicting. Previous studies focused mostly on large industrialized countries, which completed their institutionalization process and therefore, their outcomes might not be relevant for developing countries. In this study, we try to fill this gap by examining the effects of ownership concentration and managerial ownership on the performance of Turkish firms listed on the ISE in the context of a developing country. We measured firm performance by ROA (Return on Assets) and Tobin's Q, where the former measures profitability and the latter firm value. We tried to test the relationships between these performance measures and the percentage of shares owned by the largest three shareholders, and the percentage of shares held by board members and general managers. In addition to these independent variables, we used control variables including investment intensity, leverage, growth and size and industry dummies, which are assumed to have an effect on firm performance.
In addition, we analyzed the ownership structure of the sample firms and found that the highest average percentage of shares was held by the unlisted holding companies, unlisted non-financial firms and individuals and families, respectively, which confirms the widespread belief that in Turkey individuals or families set up their unlisted firms in order to control their listed companies. Supporting the studies of Gursoy and Aydogan (2002) and Gönenç (2004), we found that the ownership of Turkish firms is highly concentrated. Our regression results show that ownership concentration has a significant positive effect on both firm value and profitability. This result may support the idea of Schleifer and Vishny (1997) who state that since investor protection is low in developing countries, ownership concentration is accepted as an alternative corporate governance mechanism in these countries. On the other hand, in contrast to the agency theory, we found a negative relation between managerial ownership and firm value, which might support the argument of Demsetz, who states that too much managerial ownership could potentially lead managers to worry more about their own interests and decrease firm value. The finding does not support the idea of Jensen and Meckling (1976) , who argue that as managerial ownership increases, the conflict between the managers and owners will decrease and performance will increase. The results of the study suggest that Turkish firms can increase their performance by increasing their ownership concentration and by decreasing managerial ownership. 
